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STAFF EXCEPTIONS

Staff has received and reviewed the Hearing Officer’s Recommended Opinion and Order
(“Recommended Order™) issued in this matter on August 26, 1999. The Recommended Order
proposes that the Commission approve the Settlement following certain modifications. The
Recommended Order reveals thoughtful consideration of the issues presented by this Settlement, and
Staff believes that the results proposed are generally appropriate.

In addition, Staff recognizes the delicate balance to be struck in deciding to require changes
to the Settlement as a condition of approval. As a result, our recommendations were tempered in
such a manner as to only propose changes or conditions in those instances wherein Staff believed
the public interest truly required amendment to the Settlement. Likewise, we do not propose
changes to the Recommended Order lightly.

Staff believes the Recommended Order resolves the vast majority of issues properly.
However, there are a few important issues, which Staff believes should be resolved differently than

the Recommended Order. Staff, therefore, submits these Exceptions for the Commission’s
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consideration. The specific issues which we believe should be altered from the treatment proposed
in the Recommended Order are as follows: (1) the Shopping Credits should be increased; (2) the
Commission should provide more explicit directions relating to the competitive acquisition of
standard offer power than is provided; (3) rates should be unbundled further than currently provided
by the proposed informational bill; and, (4) the Commission should decline to approve all of the
requested waivers of statutes and rules at this time.

L Shopping credits should be increased

The draft decision approves the Settlement proposed “shopping credits”. This position is
supported by reference to a showing by APS that customers from 40kW to 200kW had an average
margin (difference between shopping credit and estimate of market price) of 8 mills. This
comparison is inadequate to support the level of shopping credit for two reasons; first, the calculated
shopping credit was not indicative of the average credit of either the rate class or a full subset of the
rate class, but represented only a selected group of customers. Since the amount of the shopping
credit per customer varies with the customer’s monthly load factor, energy consumption, and
seasonal use pattern, results for any particular group cannot be taken to be reflective of the whole.

Second, as testified to by Mr. Higgins, the Company compared this shopping credit to a market
price that was estimated for a different group of customers. Reflecting the low load factor of this
group would show a higher market price.

The point is that the Recommended Order accepted as a reasonable shopping credit, one
which would not be obtainable by all customers within the class to which it applied. Staff’s
testimony demonstrated that the proposed shopping credits were inadequate when considered in
reference to each entire class of customers. The fact that one particular customer may experience
an adequate shopping credit does not justify the Commission’s approval when the referenced
customer’s usage characteristics are different than those of the class as a whole.

The draft decision also misconstrued Staff’s position when it stated “we do not find customer
rates should be increased simply to have higher “shopping credits”.” Staff does not propose to
increase customer rates to have higher shopping credits. Staff proposed that slightly higher shopping

credits should be balanced by a lower CTC, recovered over a slightly longer transition period. The
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only impact of this small rate shift is that if the Commission chooses to guarantee APS recovery of
the $350 million, the CTC might have to be continued somewhat beyond the currently anticipated
end date. It also might not require an extension of the CTC, as sufficient load growth could provide
the desired CTC recovery in five years. This small modification makes it more likely that a
competitive market will develop, does not increase rate levels, and still allows the Company to
collect all stranded costs.

II. Acquisition of Standard Offer power

The recommended Order would modify the Settlement to make it clear that the APS
generation affiliate cannot automatically supply standard offer power. It also puts the Company on
notice that the Commission will carefully scrutinize the capital structure of APS after generation is
spun off.  Staff recommends that the conditions related to the generation afffiliate should
specifically prohibit any single entity from winning the right to serve all of APS’ standard offer load.
This provision will encourage the dévelopment of alternative supply in Arizona.

II. Unbundled Rates

The recommended decision would allow APS to offer separate Standard Offer and Direct
Access rates, which are not fully unbundled and do not explicitly show the shopping credit. Staff
continues to urge that the shopping credit be shown as a rate, to ease customers’ decision making
process. The offered Informational Standard Offer Bill will always be specific to each customer and
each customer month and may not be adequate to guide customers in making decisions about future
periods.

The decision repeats APS’ assertion that unbundling of Standard Offer rates is difficult or
impossible “on a strict cost-of-service” basis because existing rates do not equal the existing cost of
service. Staff’s Informational Standard Offer Bill did unbundle the filed rates. This process made
it evident that the shopping credit does impact a number of rate elements, but this detailed
information would allow customers of different load factors and different usage patterns to compute

their shopping credit and potential savings.
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IV.  Requested Waivers

Under Section 4.3 of the Settlement, Commission approval would automatically act to
exempt APS and its affiliates from the application of a wide range of provisions under A.R.S. Title
40, including A.R.S. §§ 40-203, 204(A), 204(B), 248, 250, 251, 285, 301, 302, 303, 321, 322, 331,
332, 334, 365, 366, 367 and 401. In addition, under Section 4.5 of the Settlement, Commission
approval will constitute certain waivers to APS and its affiliates of a variety of the provisions of the
Commission’s affiliate interest rules (A.A.C. R14-2-801, ef seq.), and the rescission of all or portions
of certain prior Commission decisions.

Staff recommended that the Commission reserve its approval of the requested statute waivers
until such time as the applicability of the statute to competitive services can be evaluated on an
industry-wide basis, rather than providing a blanket exemption for APS and its affiliates. With
regard to the requested waivers of affiliated interest rules, Staff noted the importance of not waiving
the applicability of A.A.C. R14-2-804(A), in order to preserve the regulatory authority needed by
the Commission to justify approving Exempt Wholesale Generator (“EWG”) status for APS’
generation affiliate.

The Recommended Order does not specifically discuss the topic of waivers, which has the
effect of approving waivers and exemptions as provided by the Settlement. Staff continues to
believe that it is important for the Commission to consider the waivers and exemptions in detail, and
in an industry-wide proceeding, rather than approving them in this proceeding. A review of the
referenced statutes reveals that approval of the waivers as requested would amount to waiving a
broad range of regulatory controls. It is Staff’s view that such far-reaching action should only be
undertaken following serious consideration and an examination of its effect on the entirety of the
restructured industry. Staff sees no detriment to any party from adopting our recommendation, while
approval of the wai\}ers in this decision may be irreversible. Additionally, we continue to believe

that the Commission should refuse to waive the applicability of A.A.C. R14-2-804(A).
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Staff requests that the Commission amend the recommended opinion and order issued by the
hearing officer to reflect our recommendations. Attached to these exceptions is Staff’s proposed

amendment, to conform with our exceptions.

LN
RESPECTFULLY SUBMITTED this day of September, 1999.

s itopfe O£

Paul A. Bullis ¥ /
Christopher C. Kempley

Janice M. Alward

Janet Wagner
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Original and ten copies of the
foregoing filed this 7% _day
of September, 1999 with:

Docket Control

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

A copy of the foregoing was
mailed this “7% day
of September, 1999 to:

Margaret McConnell

Maricopa Community Colleges
2411 W. 14™ Street

Tempe, Arizona 85281-6942

Timothy M. Hogan

AZ Center for Law in the Public Interest
202 E. McDowell Rd., Suite 153
Phoenix, Arizona 85004

Attorney for Arizona Consumers Council

C. Webb Crockett

FENNEMORE CRAIG

3003 N. Central Ave., Suite 2600
Phoenix, Arizona 85012-2913

Attorneys for ASARCO, Cyprus Climax,
and AECC

Leslie Lawner

Enron, Inc.

712 N. Lea

Rosewell, New Mexico 88201

Christopher Hitchcock

HITCHCOCK , HICKS & CONLOGUE
P.O. Drawer 87

Bisbee, Arizona 85603

Attorneys for SSVEC

Bradley S. Carroll

TEP — Legal Dept — DB203
220 W. Sixth Avenue
P.O.Box 711

Tucson, Arizona 85702
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Lawrence V. Robertson, Jr.
MUNGER CHADWICK, PLC

333 N. Wilmot, Suite 300

Tucson, Arizona 85711

Attorney for PG&E Energy Services

Chuck Miessner

NEV Southwest, LLC

5151 Broadway, Suite 1000
Tucson, Arizona 85711

Raymond S. Heyman

ROSHKA, HEYMAN & DeWULF
400 N. 5" Street, Suite 1000
Phoenix, Arizona 85004

Attorneys for NEV Southwest, LLC

Michael A. Curtis

Paul R. Michaud

MARTINEZ & CURTIS PC

2712 N. 7™ Street

Phoenix, Arizona 85006-1090

Attorneys for Navopache Electric & Mohave
Electric

Lex Smith

Michael Patten

BROWN & BAIN, PA

P.O. Box 400

Phoenix, Arizona 85001-0400

Attorneys for Sempra Energy Trading Corp.
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Jesse W. Sears

CITY OF PHOENIX

200 W. Washington, #1300
Phoenix, Arizona 85003-1611

Bill Murphy, P.E.
CITY OF PHOENIX
101 S. Central Avenue
Phoenix, Arizona 85004

Robert S. Lynch

Attorney at Law

340 E. Palm Lane, Suite 140

Phoenix, Arizona 85004-4529

Attorney for AZ Transmission Dependent
Utility Group

K.R. Saline

K.R. Saline & Associates
160 N. Pasadena, Suite 101
Mesa, Arizona 85201-6764

Douglas C. Nelson
7000 N. 16" Street, #120-307
Phoenix, Arizona 85020

Attorney for Commonwealth Energy Corp.

LM
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Walter W. Meek

ARIZONA UTILITY INVESTORS
ASSOCIATION

2100 N. Central Ave., Suite 210
Phoenix, Arizona 85004

Betty K. Pruitt

ACAA

2627 N. 3" Street, Suite 2
Phoenix, Arizona 85004

Greg Patterson

RUCO

2828 N. Central Ave., Suite 1200
Phoenix, Arizona 85004

Barbara Klemstine

APS

Mail Station 9909

P.O. Box 53999

Phoenix, Arizona 85072-3999

Kenneth C. Sundlof

Jennings, Strouss & Salmon, PLC
One Renaissance Square

Two North Central Avenue
Phoenix, Arizona 85004-2393
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STAFF’S PROPOSED AMENDMENT TO CONFORM WITH EXCEPTIONS
Page 6, Line 24
Delete “an average”
Insert “for one representative, customer a possible”
Page 7, Delete Lines 1 through 3

Insert “Shopping credits should be established at a level that will reflect the best available
estimates of market price for generation. Market generation credits should be increased to the levels
represented in the direct testimony of Staff witness Lee Smith. Consistent with Staff’s
recommendations, the increase in shopping credits should be offset by a decrease in the Competitive
Transition Charge (“CTC”) and lengthen the recovery period, if necessary, to ensure recovery of
stranded costs as approved herein.”

Page 9, line 22 %, insert after “Agreement.”,

“In addition, language should be added to the Agreement providing that no single entity may
win the right to serve all of APS’ standard offer load. Such a provision will encourage the
development of alternative supply in Arizona and help ensure against any unfair advantage in favor
of the competitive affiliate.”

Page 11, line 13, insert after “breakdown.”,

“In addition, we agree with Staff that the Informational Standard Offer Bill should be fully
unbundled, including showing the shopping credit as a rate. APS should further revise its Bill to
provide this information, consistent with the Informational Standard Offer Bill submitted by Staff.”
Page 11, Line 28, insert new section,

Requested Waivers

Section 4.3 of the Agreement would automatically act to exempt APS and its affiliates from
the application of a wide range of provisions under A.R.S. Title 40. In addition, under Section 4.5
of the Agreement, Commission approval without modification will act to grant certain waivers to
APS and its affiliates of a variety of the provisions of the Commission’s affiliate interest rules
(A.A.C. R14-2-801, et seq.), and the rescission of all or portions of certain prior Commission

decisions.
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Page 2

Staff recommended that the Commission reserve its approval of the requested statute waivers
until such time as their applicability can be evaluated on an industry-wide basis, rather than
providing a blanket exemption for APS and its affiliates. Additionally, Staff recommended that the
Commission not waive the applicability of A.A.C. R14-2-804(A), in order to preserve the regulatory
authority needed by the Commission to justify approving Exempt Wholesale Generator (“EWG”)
status for APS’ generation affiliate.

We concur with Staff. Accordingly, the requested statutory waivers shall not be granted by
this decision. Those waivers will be considered in an industry-wide proceeding to be scheduled at
the Commission’s earliest convenience. The requested waivers of affiliate interest rules and
rescission of prior Commission decisions shall be granted, except that the provisions of A.A.C. R14-
2-804(A) shall not be waived.

Replace Conclusion of Law Number 7, with the following,

7. The requested statutory waivers should not be granted at this time. A proceeding
should be commenced to consider statutory waivers on an industry-wide basis. The other waivers
requested by APS in the Settlement should be granted as modified herein, except that the provisions
of A.A.C. R14-2-804(A) shall not be waived.




